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Where Does All That Tuition Go? 

By Mark Schneider 

As any parent with a collegeTound child knows, college tuitions are rising much faster than inflation. 
One way to control costs is to make parents better consumers by giving them better price and outcome 
information. But the true cost of a college education is hard to calculate because of complex and opaque 
pricing structures. Today, colleges are spending more on administrators than on faculty or students and 
using dubious practices to get more revenue from students. Have we reached a tipping point? 


A s millions of students returned to colleges 
this year, they faced escalating tuition and 
other college-related bills that continue to rise far 
more rapidly than inflation. Indeed, between 2004 
and 2007, the Consumer Price Index (CPI) 
increased by about 10 percent, yet according to 
data from the U.S. Department of Education’s 
Integrated Postsecondary Education Data System 
(IPEDS), the price of postsecondary attendance 
increased by around 19 percent. 1 The recently 
released College Board report Trends in College 
Pricing 2009 shows that average tuition and fees 
at public two-year colleges are up over 7 percent 
from the previous year and at public four-year 
institutions are up over 6 percent, while tuition 
and fees at private nonprofit four-year institutions 
increased 4-4 percent. 2 There also seems to be no 
upper limit: in a recent tally by The Chronicle of 
Higher Education, fifty-eight private colleges and 
universities published rates for tuition, fees, room, 
and board of $50,000 or more this academic year, 
compared to only five last year. While college 
costs increased at a brisk clip between July 2008 
and July 2009, the CPI declined 2.1 percent during 
the same period. 3 

This recent rise in higher education costs in 
excess of inflation is not an aberration. According 
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to Measuring Up, the 2008 report issued by the 
National Center for Public Policy and Higher 
Education, since the early 1980s, growth in col¬ 
lege tuition and fees has outstripped changes in 
the CPI by a factor of four and, according to their 
calculations, even outstripped the growth in the 
cost of medical care—the growth of which is rec¬ 
ognized as a national crisis. 4 In this Outlook, I 
look at some of the factors behind this rapid 
growth and at who is benefiting from this extra¬ 
ordinary flow of money from students and their 
families to institutions of higher education. 


Key points in this Outlook: 

• College tuition costs are rising much faster 
than inflation, yet graduation rates and 
other measures of student success remain 
mediocre. 

• Data show that colleges and universities are 
spending more money on administration 
than instruction. 

• Federal and state governments should tie 
funding to performance measures to intro¬ 
duce greater accountability. 

• We should give parents and students the tools 
to shop carefully for colleges and universities 
whose performance justifies their costs. 
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State Governments versus the Federal 
Government 

“Get all the money you can get. Spend all the money 
you get.” This is how Charles Miller, who headed the 
Spellings Commission on the Future of Higher Education, 
describes the way in which higher education institutions 
in the United States have traditionally conducted busi- 
ness. 5 Miller’s formulation is a concise and colorful 
summary of Howard Bowen’s revenue theory of higher 
education. 6 In this theory, constraining ever-increasing 
higher education expenditures will come about only by 
limiting college and university revenues.? 

We can imagine at least two powerffd forces that could 
limit the growth of revenues (and, hence, expenditures). 
First, government could limit the flow of public monies to 
higher education. Second, consumers—students and their 
families—could vote with their feet by, for example, 
enrolling in low-cost institutions instead of higher-priced 
ones, in effect refusing to pay the ever-escalating tuitions 
and fees charged by many institutions. 

Federal higher education policy has been 
largely focused on financial aid to students 
without tying such aid to institutional 
performance. That aid has benefited campuses 
and the financial industry, but all too often 
has left students out in the cold. 

When we think about how government could limit 
the flow of revenues, we must keep in mind the limits on 
the federal government in higher education policy. Some 
of these limits are built into the federal system of govern¬ 
ment, in which states have primary responsibility for much 
of what goes on both in K-12 and higher education. States 
provide most of the funds to public institutions of higher 
education (and a few states also provide a share of the 
funds to private colleges); indeed, state payments to col¬ 
leges and universities are the major form of taxpayer sup¬ 
port for higher education. 

States have not often used their authority and powers 
to limit the flow of revenues to their colleges and univer¬ 
sities; nor have they used their authority and power of 
the purse to hold institutions accountable for producing 
valued outcomes such as high graduation rates or student 
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learning. Instead, states overwhelmingly fund their col¬ 
leges and universities based on the number of students 
enrolled. Such formula-based funding was a major reform 
in the 1950s, moving higher education funding out of an 
intensely politically driven budgeting system. Building on 
this reform, in the 1960s and 1970s states began to add 
some measure of cost per student to the calculation. 
Some states went further, experimenting with explicit 
performance-based funding. These programs, however, 
have typically involved only a small proportion of total 
funding, and many of these performance-based refomis 
have not lived longer than a governor’s tenure or a busi¬ 
ness cycle. 

The federal role in higher education funding is more 
limited. In fact, federal higher education policy has been 
largely focused on financial aid to students without tying 
such aid to institutional performance. That aid has ben¬ 
efited campuses and the financial industry, but all too 
often has left students out in the cold. 

The Importance of Consumer Information 

While governments could use their power of the purse to 
help control revenue-fueled growth, another constraint 
could come from parents and students refusing to pay for 
the system—for example, by enrolling in less expensive 
schools rather than more expensive ones. While there is 
some evidence that students are becoming more inter¬ 
ested in low-cost state universities or two-year colleges 
over four-year ones for basic courses, this trend is likely 
driven more by the current financial crisis than by any 
reevaluation of the high cost of postsecondary education. 

For consumer choice to gain traction as a way of 
controlling ever-increasing revenues, students and their 
families would need to have better price and outcome 
information; however, there is little transparency in data 
on higher education pricing, on graduation rates, and on 
how well graduates do postcollege. 

Consider how much students pay for college. Because 
of extensive discounting through grants and other forms 
of aid, the net cost of college is often hard to calculate 
(just as in the market for cars, there can be a large dif¬ 
ference between the posted sticker price for a college’s 
tuition and fees and what consumers actually pay). 8 
Compounding this complex pricing system, as both the 
federal and state governments pour more money into 
colleges, subsidized prices reduce consumer incentives 
to monitor costs and to push for changes that would 
reduce costs. 9 



Information on graduation rates is, to be kind, also 
less than perfect. The only national data source on 
school-by-school graduation rates is IPEDS, which calcu- 
lates rates only for full-time beginning students, who 
constitute less than half of the student population in 
U.S. colleges and universities. There is even less infor¬ 
mation available on what happens to students after they 
graduate and how well they do in the labor market. 

Extracting Even More Money from Students 

In addition to raising tuition and fees, colleges have 
other ways of increasing costs. Consider transfer policies. 
Large numbers of students now attend more than one 
institution and attempt to transfer credits from previous 
schools: in 2003-2004, transfer students accounted for 
around 20 percent of all four-year college enrollments. 10 
However, transfer policies, even for seemingly standard¬ 
ized courses such as introductory college mathematics or 
chemistry, are often complicated and serve to limit or 
prevent students from moving credits from one school to 
another. Moreover, students often cannot learn which 
credits will transfer and apply to which parts of their new 
school’s curriculum until after they enroll. 11 

As both the federal and state governments 
pour more money into colleges, subsidized 
prices reduce consumer incentives to 
monitor costs and to push for changes 
that would reduce costs. 

While confusing transfer policies exist at a wide range 
of schools, elite schools are working on a new way of get¬ 
ting all the money they can—Advanced Placement 
(AP) exams. The number of students taking AP courses 
is rising. In 2008, 1.6 million high school students took 
2.7 million AP exams, a 45 percent increase in students 
from 2004- 12 But some elite schools are now limiting the 
number of courses for which they will grant credit. A 
recent Inside Higher Education article focused on Tufts 
University, which recently joined this club. 13 The article 
noted that the current cost of an AP test is $86 (many 
low-income students pay nothing), while a full semester 
of five courses at Tufts costs about $25,000. The AP 
route for five courses ($430) is, shall we say, quite a bit 
less than the Tufts route. Indeed, the article noted that 
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many students use AP credits to graduate early and 
thereby save money. 

Here then is where we are: tuition, fees, and overall 
student costs of attending college are increasing far faster 
than inflation and most people’s salaries. In turn, stu¬ 
dents take out more loans, and many work long hours 
even while enrolled full time. Further, graduation rates at 
far too many institutions are mediocre at best, in part 
because colleges and universities are not engaging in the 
practices that keep students engaged and enrolled. 14 So 
who is benefiting from rising tuition? 

Cui Bono 7 . 

Let us look at an interesting pattern of growth in person¬ 
nel over the last decade. Figure 1 shows that when it 
comes time to hire, colleges and universities are stocking 
up more on executives and administrators than on fac¬ 
ulty. 15 This helps explain one of the key findings of the 
Delta Cost Project’s recent report Trends in College Spend¬ 
ing. The Delta Cost Project organizes data on institutional 
spending and revenues that colleges and universities 
report to IPEDS into more useful and understandable 
measures of costs per student and costs per degree or cer¬ 
tificate produced. 16 Its recent report found that in recent 
years, the average college or university has increased its 
institutional support—which includes general adminis¬ 
trative services, executive management, legal and fiscal 
operations, and public relations—faster than it has 
increased its instructional expenditures. 17 Figure 2 com¬ 
pares spending between instructional and institutional 
services from 1998 through 2005 in each of six different 
types of higher education institutions. 18 Again, like 
growth in personnel, we see that more money is flowing 
into administration than instruction. 

In short, students seem to be a lower priority than 
administrators when it comes to allocating revenues. 19 
This is part of what Jane V. Wellman, director of the 
Delta Cost Project, calls “the higher education funding 
disconnect: spending more, getting less.” 20 

Even more interesting is the pattern of increases in 
salaries documented in the Almanac of Higher Education, 
a compendium of trend data in higher education issued 
yearly by The Chronicle of Higher Education. Combining 
salary data from the most recent edition covering the 
2008 academic year with earlier data from the 2004 aca¬ 
demic year, as reported in the American Association of 
University Professors’s faculty salary survey, we see the 
tyranny of the alphabet. 21 
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Figure 1 

Percent Growth in Full-Time Faculty versus 
Full-Time Administrators, All Title IV Institutions 



■ Full-time tenure/on-track faculty Executive/administrative/managerial 


SOURCE: The Delta Cost Project, information available at www.deltacostproject.org/data/overview.asp. 

NOTE: Title IV institutions are those that receive federal funding to grant students federal aid through grants, scholarships, low-interest loans, and 
work-study programs. 


Figure 2 

Average Annual Percent Change in Median Spending Per Full-Time Enrolled Student, 1998-2005 
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Research Masters Associates Research Masters Baccalaureate 


■ Instruction Institutional support 


SOURCE: The data are adopted from Jane V. Wellman, “Top-line Findings from Analysis of Revenue and Expenditure Trends” (presentation, ACE- 
SARA Research Group, Washington, DC, February 29, 2008), available at www.deltacostproject.org/resources/ppt/wellman_dc_2008-02-29.ppt 
(accessed December 10, 2009). 

NOTE: “Public” refers to state-supported colleges and universities. “Private” refers to private, nonprofit institutions. 


C Comes before D, Which Comes before F. Figure 3 
shows that if your title leads with a c—as in “chief’ of 
almost anything—you win, with average salary increases 
of close to 30 percent. For more detail, consider data 
recently reported by The Chronicle of Higher Education: 


presidents at research universities had a median income of 
$627,750, which was an increase of 15.5 percent over 
the year before. 22 

Not everyone can be a chief of something; some must 
settle for being a dean. And just as d follows c in the 
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Figure 3 

Percent Change in Salaries, 2004-2005 to 2008-2009 



Q 


SOURCE: American Association of University Professors, “Economic Status Reports,” available at www.aaup.org/AAUP/comm/rep/Z (accessed 
December 10, 2009). 


alphabet, if your title starts with a d —as in dean of arts 
and sciences or dean of education—you lag behind the 
c’s. For the set of deans displayed in figure 3, salary 
increases were in the 18-25 percent range. And sure 
enough, if you are an /—as in faculty—you fall behind 
your more alphabetically privileged colleagues, with 
salary increases around 15 percent. 23 Moving to the end 
of the alphabet, if you are an s —as in student—well, you 
get to pay for these salary increases that exceed inflation. 
There is one notable exception: professors in two-year 
colleges found that their salary increases were lower than 
the growth in the CPI. 

Conclusions 

We know that the costs of attending postsecondary insti¬ 
tutions are increasing at a rate higher than inflation. 

And there is evidence that institutions are using a dis¬ 
proportionate share of these revenues for institutional 
and administrative costs rather than for instructional 
ones. This (mis)allocation is taking place in an environ¬ 
ment in which the federal and state governments con¬ 
tinue to pump large amounts of money into higher 
education without asking institutions to meet perform¬ 
ance standards. This is also happening when flawed data 
systems make it hard even to measure institutional per¬ 
formance and when most of us have a hard time figuring 
out how much college actually costs. 


These trends are affecting how the public regards 
higher education. A report released in February 2009 by 
Public Agenda and the National Center for Public Pol¬ 
icy and Higher Education highlights the public’s loss of 
faith in colleges and universities. More than half of 
Americans say that colleges could spend less and still 
maintain high-quality education. And over half say that 
higher education today is run like most businesses, with 
attention to the bottom line trumping the educational 
mission as a top priority. 24 

AEI economist Herbert Stein once said that “if some¬ 
thing cannot go on forever, it will stop.” With rising 
higher education costs, we may have reached the stop¬ 
ping point. 
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